GENERAL IT CONTROLS 

26 . No rejected transaction listings 


Audit finding 

The financial system is unable to generate a report detailing the rejected transactions nor is it able 
to generate exception reports as indicated below. 

• Duplicate payments 

• Duplicate orders 

• Duplicate Goods receive vouchers (GRV) 

• Invoices dated before order or GRV date 

• Payment date before invoice/ GRV date 


Root cause 

General hardware and application controls have not been designed to ensure the reliability of the 
operating system, the accuracy of the data outputs, and the protection of equipment and files. 


Risk 

The lack of additional controls in respect of monitoring and reviewing listings of rejected 
transactions and exception listings would result in errors/omissions not being identified and 
corrected timeously. 


Recommendation 

The system should have certain parameters set up in order to allow rejected transaction listings 
and exception reports to be generated. These reports should be reviewed and rejected 
transactions should be investigated, thereby providing additional control regarding the validity of 
transactions being processed through the system. 


Management response 

Noted , points 1 to 5 will be discussed with Dolfin 


Name: J Mhlongo 
Date: 26/10/2009 


Auditor’s response 

Management should engage the systems developer to programme the required reports, which will 
enhance the review function. 
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27. No information technology policy 


Audit finding 

The municipality does not have an approved and implemented information technology (IT) policy. 


Root cause 

Information required to execute other control components is not identified, captured and distributed 
in a form and time frame that enable personnel to carry out their internal control responsibilities. 

Risk 

No proper policy available to provide guidance with regard to the IT environment and relevant 
practices and procedures that should be implemented and followed. 

Recommendation 

An IT policy should be drawn up and implemented. 

Management response 

The development of the IT policy is in progress, latest draft currently being reviewed. 

Name: J Mhlongo 
Date: 26/10/2009 

Auditor’s response 

An IT policy is crucial to any organisation to set parameters in the use of the municipality’s 
technological facilities such as, e-mail and internet browsing. 
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INVENTORY 

28. Inventory difference 

Audit finding 

Upon comparing the lists as per the BIN cards to the inventory listing as per the system at year 
end, a difference of R1 1 400 was identified. 

Root cause 

Written procedures, authorisations, record keeping, management reviews and asset safeguards 
are not segregated to prevent fraudulent financial data and asset misappropriation 

Risk 

• Inventory may be properly accounted for. 

• Inventory may be issued without proper records thereof. 

Recommendation 

Relevant reconciliations should be performed between bin cards and the inventory system to 
ensure that inventory is accurately accounted for at year end. 

Management response 

Noted, this will be investigated in the 2009/201 0 financial year. 

Name: J Mhlongo 
Date: 30/10/2009 

Auditor’s response 

Management is urged to implement controls to prevent re-occurrence of such omissions. 
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29. Inventory not insured 


Audit finding 

Inventory \was not covered as part of the insurance contract for the financial year 2008/2009. 

Root cause 

Written procedures, authorisations, record keeping, management reviews and asset safeguards 
are not segregated to prevent fraudulent financial data and asset misappropriation. 

Risk 

Inventory may be damaged by fire or theft, and the value thereof would then not be recovered, thus 
causing loss to the municipality. 

Recommendation 

Inventory should be included in the insurance cover at appropriate values. 

Management response 

Noted and the insurance contract will be reviewed to ensure that adequate cover is maintained on 
consumable stores 

Name: J Mhlongo 
Date: 26/10/2009 

Auditor’s response 

Management is urged to conduct a risk assessment and review its risk strategy. 
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30. Reconciliation of inventory items not performed 


Audit finding 

No reconciliation of inventory items is performed 
account and the inventory sub-ledger. 


on a monthly basis between the inventory 


control 


Root cause 

• Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 

• Management has not specified the financial reporting objectives with sufficient clarity and 
criteria to enable the identification of risks to reliable financial reporting. 


Risk 

Omissions errors and misstatements in the capturing of transactions may not be detected and 
corrected timeously, due to insufficient supervisory checks, internal reviews and reconciliations. 


Recommendation 

Management must ensure that reconciliations are performed on a monthly basis to reduce the risk 
of omissions, errors and misstatements not being detected and timeously . 

reconciliations are performed, management must ensure that reviews are performed and signed as 

evidence thereof. 


Management response 

Inventory held by the municipality is only consumable stores. 

Monthly reconciliations will be instituted. 

Name: J Mhlongo 
Date: 26/10/2009 

Auditor’s response 

The absence of reconciliations will impede effective financial management and control. 
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31. Store requisitions not sequentially numbered 


Audit finding 

The stores requisitions (store issue vouchers) are not sequentially numbered and each department 
has a store requisition book, from which the issue vouchers are issued. 

Root cause 

Policies related to reliable financial reporting are not established and communicated throughout the 
entity, and do not have corresponding procedures that result in management directives being 
carried out. 

Risk 

Issue vouchers maybe be omitted from capturing on BIN cards, and on the system, and thus not 
accounted for, which will lead to a misstatement of inventory in the municipality’s records. 


Recommendation 

Store requisitions and store issue vouchers should be issued in sequence, and filed in sequence. 
The process of each department having their own book, should be changed to one requisition book 
being maintained by SCM, and when an item is needed, a store requisition is obtained from SCM. 

Management response 

Noted, the stores requisition book will be maintained by SCM with immediate effect and a circular 
notifying all heads of departments will be issued. 

Name: J Mhlongo 
Date: 30/10/2009 

Auditor’s response 

Management is urged to review the controls over stores and inventory. 
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INVESTMENTS 

32. Quotations not obtained from three banks 


Audit finding 

It was noted that quotations were not obtained from three banks before an investment was made. 
Sestments w2re made with First National Bank without ohecking whether tetter rates oan be 
obtained from other banks, thus contravening the municipality's cash and investment policy. 


Root cause 


Policies related to 
entity, and do not 
carried out. 


reliable financial reporting are not established and communicated throughout the 
have corresponding procedures that result in management directives being 


Risk 

The municipality may be investing at less favourable rates, thus foregoing the benefits of higher 
investment returns. 


Recommendation 

Quotations from three banks should be obtained before an 
made in terms of the approved policy. 


investment is made 


and the investment 


Management response 

All investment accounts are held with FNB, attractive interest rates are negotiated with FNB it is 
felt that in light of the loss incurred with the liquidation of NRB, the security of th®se short term 
investments^is more secure if held within the financial institution which controls the mam current 

account of the municipality. 


Name; J Mhlongo 
Date: 26/10/2009 


Auditor’s response 

Management is urged to ensure that quotations are obtained to ensure that competitive banking 
services are engaged, in order to prevent the loss of interest income. 
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OPERATING EXPENDITURE 

33. GRV 11225 not recorded in the correct period 

Audit finding 

GRV 11225 relating to travelling expenditure incurred by a municipal official on the 9th of June 
2009 was only issued on the 6th of July 2009, although the expense was incurred in the 2008/ 
2009 financial year. 

The expense was thus processed in the accounting records in the next financial year. 

Root cause 

Pertinent information is not identified, captured, used at all levels of the Municipality and distributed 
in a form and time frame that support the achievement of financial reporting objectives. 

Risk 

Information will be captured in incorrect periods resulting in incorrect financial information 
presented to the users of the financial statements. 

Recommendation 

This invoice should be accrued for at year-end to ensure that this expense is recognised in the 
current financial year. 

Management response 

This will be followed up. 

Name: J Mhlongo 
Date; 26/10/2009 

Auditor’s response 

Controls over the recording of expenses in the correct period should be strengthened. 
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PROPERTY, PLANT & EQUIPMENT 

34. Computers purchased not found in asset register 

Audit finding 

Two laptops which were purchased on 24 June 2009 from Ethemba Computers and Consulting CC 
totalling R23 197,80 could not be located on the fixed asset register. 

Root cause 

Written procedures, authorisations, record keeping, management reviews and asset safeguards 
are not segregated to prevent fraudulent financial data and asset misappropriation. 

Risk 

Misappropriation of assets could occur as these assets are not properly accounted for. 


Recommendation 

Management should ensure that a complete record is kept of all assets that belong to the 
municipality to ensure that completeness of assets is achieved. 

Management response 

Noted, this matter will be investigated. 

Name: J Mhlongo 
Date: 30/10/2009 

Auditor’s response 

All assets purchased should be immediately bar-coded and recorded in the asset register. 
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35. No reconciliations between asset register and general ledger 
Audit finding 

Reconciliations between the asset register and the general ledger is not performed and reviewed 
on a monthly basis. 

Root cause 

• Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 

• Management has not specified the financial reporting objectives with sufficient clarity and 
criteria to enable the identification of risks to reliable financial reporting. 

Risk 

Errors/omissions may not be identified and corrected timeously. 

Recommendation 

Management must ensure that reconciliations are performed on a monthly basis to reduce the risk 
of omissions, errors and misstatements not being detected and timeously corrected. Where 
reconciliations are performed, management must ensure that reviews are performed and signed as 
evidence thereof. 

Management response 

The entire fixed asset register is currently being re-done by Combined Systems / PWC. The project 
is still in progress and an alternative FAR has been created for accounting/Auditing purposes for 
2008/2009. The FAR is currently only reconciled to the general ledger on an annual basis. 

Name: J Mhlongo 
Date: 26/10/2009 

Auditor’s response 

The absence of reconciliations will impede effective financial management and control. 
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35. No reconciliations between asset register and general ledger 


Audit finding 

Reconciliations between the asset register and the general ledger is not performed and reviewed 
on a monthly basis. 

Root cause 

• Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 

• Management has not specified the financial reporting objectives \with sufficient clarity and 
criteria to enable the identification of risks to reliable financial reporting. 

Risk 

Errors/omissions may not be identified and corrected timeously. 


Recommendation 

Management must ensure that reconciliations are performed on a monthly basis to reduce the risk 
of omissions, errors and misstatements not being detected and timeously corrected. Where 
reconciliations are performed, management must ensure that reviews are performed and signed as 
evidence thereof. 

Management response 

The entire fixed asset register is currently being re-done by Combined Systems / PWC. The project 
is still in progress and an alternative FAR has been created for accounting/Auditing purposes for 
2008/2009. The FAR is currently only reconciled to the general ledger on an annual basis. 

Name: J Mhlongo 
Date: 26/10/2009 

Auditor’s response 

The absence of reconciliations will impede effective financial management and control. 
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36. The fixed asset register is not updated for disposals of assets 
Audit finding 

The financial statements indicate a gain on disposal of land, however the fixed asset register has 
not been updated for such disposal. 

Root cause 

Written procedures, authorisations, record keeping, management reviews and asset safeguards 
are not segregated to prevent fraudulent financial data and asset misappropriation. 

Risk 

The municipality's record of assets will be incorrect as it will contain assets that no longer belong to 
the municipality. 

Recommendation 

The fixed asset register should be updated for all additions and disposals that occur during the 
financial year. 

Management response 

All additions are recorded in the FAR 

The fixed asset register will be updated when the Municipality finalises its fixed asset register with 
Combined Systems by June 2010. Disposals were accounted for in the general ledger in 2009. 

Name: J Mhlongo 
Date; 26/10/2009 

Auditor’s response 

All financial records must be updated on the sale and disposal of assets, ensuring that only assets 
belonging to the municipality can be disposed off. 
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RECEIVABLES 

37. SARS overpayment account 
Audit finding 

The SARS overpayment account contained an incorrect entry of R15 037 for petrol. 

Root cause 

Written procedures, authorisations, record keeping, management reviews and asset safeguards 
are not segregated to prevent fraudulent financial data and asset misappropriation. 

Risk 

Input VAT is claimed on zero-rated expenses which could result in disputes between SARS and 
the municipality. 


Recommendation 

Management should review the allocation of expenses to ensure that transactions are accurately 
processed and correctly classified and that VAT is claimed on valid items only. 

Management response 

Corrected in 2009/2010 

Name: J Mhlongo 
Date: 30/10/2009 

Auditor’s response 

Management must ensure that transactions are properly reviewed before processing to prevent 
re-occurrence of invalid VAT claims in future. 
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38. Difference between consumer debtors in financial statements and general ledger 
Audit finding 

The consumer debtors balance per the annual financial statements does not agree to the debtors 
control account balance in the general ledger, as depicted in the table below. The difference is 
shown as 'unexplained' difference in the general ledger. 


AFS 

90,160,937.05 

General Ledger 

90,172,316,28 

Difference 

11,379.23 


Root cause 

Written procedures, authorisations, record keeping, management reviews and asset safeguards 
are not segregated to prevent fraudulent financial data and asset misappropriation. 

Risk 

This may lead to unexplained or incorrect balances in the annual financial statements. 

Recommendation 

All balances in the annual financial statements must be supported by the relevant documentation. 

If amounts per the general ledger do not agree to the annual financial statements, a reconciliation 
must be prepared and all reconciling items must be timeously investigated and corrected. 

Management response 

Management is aware of the difference as disclosed in the supporting working papers file provided 
for audit. This will be investigated in the next financial year. 

Name: J Mhlongo 
Date: 21/10/09 

Auditor’s response 

Management must ensure that controls are implemented to ensure that such differences are 
timeously identified and corrected. 
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39. Incorrect classification of consumer deposit 


Audit finding 

The municipality has incorrectly classified a consumer deposit of R9 140 as a consumer debtor for 
Isangoyana Water Project, account number 9000103. 


Root cause 


Written procedures 
are not carried out 


authorisations, record keeping, management reviews and asset safeguards 
appropriately to prevent fraudulent financial data and asset misappropriation. 


Risk 

Financial information in respect of consumer deposits and debtors will not be fairly presented. 

Recommendation 

The municipality should implement stricter controls over the recording and review of transactions. 

Management response 

Noted, the matter will be followed up 

Name: J Mhlongo & P Nxumalo 
Date: 30/10/2009 

Auditor’s response 

Management must ensure that transactions are properly reviewed before processing n the financial 
system. 
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REVENUE 

40. Electricity distribution losses are not monitored 
Audit finding 

Electricity distribution losses are not monitored on a monthly basis. 

Root cause 

Management and employees are not assigned appropriate levels of authority and responsibility to 
ensure that they understand how and for what they are accountable to facilitate effective internal 
control over financial reporting. 

Risk 

Financial loss due to significant distribution losses on services will not be identified, followed up 
and corrective action will not be implemented timeously. 

Recommendation 

Distribution losses should be monitored on a monthly basis and all losses incurred should be 
identified and investigated timeously. 

Management response 

Management acknowledges that distribution losses are not monitored on a monthly basis. 

Name: J Mhlongo & P Nxumalo 
Date: 30/10/2009 

Auditor’s response 

Management must ensure that such controls are implemented to safeguard the municipality 
against huge losses. 
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41 . Rates reconciliations are not reviewed 


Audit finding 

Reconciliations are prepared monthly for rates but there is no evidence of review by an 
independent senior official. 

Root cause 

• Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 

• Management has not specified the financial reporting objectives with sufficient clarity and 
criteria to enable the identification of risks to reliable financial reporting. 

Risk 

Omissions, errors and misstatements in the capturing of transactions may not be detected and 
corrected timeously, due to insufficient supervisory checks, internal reviews and reconciliations. 

Recommendation 

The rates reconciliation must be reviewed by a senior member of management on a monthly basis 
and signed as evidence of their review. 

Management response 

Acknowledged, rates reconciliations will be reviewed by revenue manager and CFO as from 
01 November 2009. 

Name: J Mhlongo & E de Klerk 
Date: 30/10/2009 

Auditor’s response 

The implementation of reviews over the reconciliation process will be followed up during the next 
audit. 
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TAXES 

42. Input VAT raised on non-vatable expense 
Audit finding 

Input VAT of R21 929,40 was raised on membership fees for the South African Local Government 
Association (SALGA), which is a non-vatable expense. This relates to invoice number SAL 
2008/167 for R178 568 dated 1 April 2008 and paid on 8 August 2008. 

Root cause 

Lack of controls over the review and authorisation of the recording of transactions. 

Risk 

• The financial records will not be fairly presented in respect of VAT and expenditure in respect 
of membership fees. 

• Liability to SARS for incorrect input claim. 

Recommendation 

Management should ensure that VAT is correctly allocated and recorded in the accounting records, 
when payments are processed and approved. 


Management response 

To be followed up on. 

Name: J Mhlongo 
Date; 26/10/2009 

Auditor’s response 

Management is urged to implement corrective action to ensure that transactions are accurately 
processed. 
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43. October 2008 VAT refund Incorrectly accounted for 
Audit finding 

The VAT refunded from SARS for the month of October 2008 was incorrectly processed into the 
VAT input account instead of the VAT suspense account. 

Root cause 

Written procedures, authorisations, record keeping, management reviews and asset safeguards 
are not segregated to prevent fraudulent financial data and asset misappropriation. 

Risk 

Incorrect entries processed will result in a misstatement of the accounting records. 

The VAT returns maybe prepared using inaccurate financial information. 

I 

Recommendation 

Management should review all refunds from SARS and relevant accounting entries to ensure that 
the refund is processed into the correct account. 

Management response 

Acknowledged, the matter will be followed up. 

Name: J Mhlongo 
Date; 30/10/2009 

Auditor’s response 

Internal controls over the processing of VAT entries should be strengthened to ensure that no 
errors occur in the processing of information. Management’s endeavours to rectify this matter will 
be followed up during the next audit. 
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